Innovation-it's a buzzword for the twenty-first century. Creating new services, new products, new processes, new business models, new organizational forms, and new industries seems to be the key to success in this era of business. What drives innovation? Why do some companies achieve innovation more consistently than others? Is it the people? Is it the compensation? Is it the industry?
According to complexity science, innovation is not the province of any one of these content areas, nor does it lie in any strategic competency, nor within any particular department. Innovation is the outcome of a system-wide set of processes and interactionswhat we call an ecology of innovation. In this chapter we describe the essential features of an ecology of innovation; in later chapters we show how leadership can create ecologies of innovation in the context of the many ecologies of partnerships and collaborations that link companies together across the globe.
To begin, we take up a case that is familiar to many Americansthat of the DVD rental company Netflix-to show how the creation of an ecology of innovation can transform not just one organization but even an entire industry.
The Story of Netflix
The DVD rental company Netflix has become a household name in the United States even though it has been around only for ten years or so. Currently, it boasts of over 10 million subscribers, and assuming that most of these are families, the total number of renters is closer to 30 million. Although Netflix opened with merely 30 employees and 925 titles (which at the time covered nearly the entire catalogue of DVDs in existence), today it possesses an inventory exceeding 100,000 titles of films, television shows, concerts, educational programs, and computer games, across more than 200 genres ranging from British humor to 15 varieties of anime to steamy romance.
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To remain in the vanguard of firms offering entertainment for home use, Netflix is now going full steam into the instantaneous download market, in fierce competition with the "on demand" capabilities of television cable companies. This is evidently a company that has managed to succeed despite intense competitive threats from such powerful foes as the Blockbuster chain of video rental stores and even Wal-Mart.
In a world of fast-paced entrepreneurial ventures that exploit cutting-edge technological advances and niche markets, the rapid growth experienced by Netflix is no longer unexpected. Netflix's amazing success story certainly includes all the hallmarks that various theories of entrepreneurship have suggested as the enablers of success: 2 visionary/charismatic founders, technology transfer, exchange of organizational capabilities, a culture of collaboration with strong economic incentives, and a strategy built around ongoing partnering.
As helpful as each of these separate pieces might be, what has not received attention is the systemic dimension of innovation, more specifically the eco-systemic or ecological dimension, which explains how charisma, collaboration, capabilities, knowledge transfer, and partnering can come together synergistically. But why should modern managers care about the biological concept of ecology?
Consider the origin of the term "ecology," which stems from the Greek word "eco," meaning "household" or "community." Ecology refers to a particular kind of "community;"in biology these include ecologies of grasslands, wetlands, rain forests, and so forth. Both biologists and complexity scientists recognize that a thriving ecology is a set of subsystems embedded and nested in a community of interactions with each other and their shared environments. These cooperative, competitive, and symbiotic interactions and relationships are the basis of an ecology.
What generates a thriving ecology-the kind of ecology of innovation that companies are striving to create? Vital and growing ecosystems always involve sustainable exchanges of energy and resources, through the system and across its environment. These exchanges occur across semipermeable boundaries, which act as a kind of constraint on excess energy flow. For example, an organization's boundaries act as a check on strategic information flowing to
